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Small Employer Health Benefit Plan Premium
Subsidy Program

Tr

m provide an incentive for small employers to offer and
maintain health insurance for their employees;

he purposes of the program are to:

help employees of small employers afford health insurance
premium contributions;

promote access to health care services, particularly
preventive health care services that might reduce the need
for emergency room care and other acute care services; and

reduce uncompensated care in hospitals and other health
care settings.




Small Employer Health Benefit Plan Premium Subsidy Program:

Eligibility Requirements in SB 6

At the time of initial application, the business meets the
following requirements:

The business has at least 2 and no more than 9 eligible
employees

m 30 or more hrs/wk
The business has not offered insurance to its employees in
the most recent 12 months

m Corollary: Must have been actively engaged in business for 12
months

The coverage purchased must have a wellness benefit

The average wage of the eligible employees 1s less than an
amount determined by the Commission




Subsidy Design Team

The Governor and Administration

The General Assembly
mMembers of the Health and Government Operations Committee
mMembers of the Senate Finance Committee

Consultants - Academy Health / RWJ
mJonathan Gruber, MIT — health economics consultation
mMercer — John Welch — Section 125 plans and design advice

Carriers

Third-Party Administrators

Brokers/agents

Small business owners

Small business associations (NFIB, Chamber, Retailers and Restaurant Assn)

Maryland Health Care Commission
mBruce Kozlowski, Director, Center for Health Care Financing and Policy
mBen Steffen, Director, Center for Information Services and Analysis
mJanet Ennis, Chief, Small Group Market
mNicole Stallings, Director, Government Relations
mMel Franklin, AG’s office
mPlus: Administration, AG, Contracting, Regulations
Other State Government Agencies
mDHMH (design, implementation, financial management of SF)
mMIA (wellness, regulations)
mHSCRC (regulations)
mComptroller (subsidy payments, auditing family income)
mDLLR (quarterly wage reports as audit check, information dissemination)
mDBM (financial management and budget)
mDBED (information dissemination)




Design fundamentals:

m The program should have stability and continuity
— Eligibility should not disappear or phase out unless firm grows and prospers
— There should be no “cliffs” — abrupt changes in subsidy as firm grows or prospers

‘ m The program should be simple and easily explained

— Wages rather than income
— Average wage rather than median

— Subsidy applies equally to all employees — no separate employee income test
except for family coverage

m The program must be affordable and “efficient” in an economic sense
— Requires targeting a subset of small businesses

— Requires targeting the program to employers not currently offering insurance — a
tradeoff between efficiency and fairness

m The program should be designed to:
— Provide employers with choices of plans
— Simplify administration and keep administrative costs low
— Maintain established business relationships, processes, and incentives

— Assure that subsidies are seamlessly integrated into routine billing and payroll
deductions

Assure effective auditing of the subsidy
Minimize bureaucracy while preventing fraud and abuse




Implications for Program Administration

Subsidize a variety of current small group market health plans rather
‘ than contract with a single carrier

Administer the subsidies through premium reductions, not through
checks to employers and employees

m Basic agreement is with the carriers, who are free to designate fiscal agents
to handle administration and billing

The subsidy is paid to the carrier

Total subsidy 1s passed through to the employer as a reduced group
premium

The subsidy is shared between employer and employee in proportion to the
amount each has contributed toward the premium

Employers in turn must agree to pass through the employee’s share of the
subsidy in the form of lower payroll deductions for health insurance




How will the subsidy be delivered?

Current design, subject to change

Application Monthly payment and reconciliation

‘ Apply for insurance and subsidy Carrier bills for following month

Include info re wages and existing /
coverage for all employees T

Bill MHCC for
subsidies

v
eThe subsidy rate for each type of
coverage (indiv, +children, +spouse, MHC_:C compares
family) with registry

eThe total premium subsidy amount ¥ *
passed through to the employer Comptroller pays by Employer pays by
1st of month 1st of month

Bill employer for
premium - subsidy

MHCC registry confirms

eThe subsidy to be passed through to
each employee through lower payroll

deductions Carrier sends MHCC info re all
payments received, all persons insured

Employer begins payroll
deductions for employee’s share Any subsidy payment not matched by a
of premium corresponding employer payment will be
deducted from the next payment to the carrier

Employer establishes Section 125
plan




How Will the Subsidy Be Calculated?

Design based on models developed by Jonathan Gruber
Consultation supported by AcademyHealth / RWJ grant

Initial Subsidy - Phase-out with Increasing Average Wage

2 to 9 full-time employees
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$5,000 $10,000 $15,000 $20,000 | $25,000 | $30,000 $35,000 $40,000 $45,000

Average Wage




Amount of premium subsidy

(proposed - subject to final regulations)

‘ m SB6: Either 50% of the premium or an amount set by
the Commission, whichever 1s lower

m Proposed “limiting amounts” for FY2009

m Based on recent HMO premiums “‘as purchased” in SGM

Average
wage

Employee
only

Employee
+ child

Employee
+ spouse

Family

<$25,000

$2000 |

$30,000

$1600

|| $3000
$2400

|| $4000 |
$3200

| $5000
$4000

$35,000

$1200

$1800

$2400

$3000

$40,000

$800

$1200

$1600

$2000

$45,000

$400

$600

$800

$1000

$50,000

$0

$0

$0

$0




How Will the Average Wage Be Calculated?

Ah Information provided by employer
m Hourly x avg. hours/wk x 52
m Add weekly tip income x 52
m Annual salary

m The owner/partner dilemma

m The goals are to assist the small business and to get employees
insured

m The owner’s income should not immediately disqualify a low-wage
firm
m Options:
m Use the median wage
m Use the average wage and
— Discount the owner’s / partner’s income entirely
— Use a “trim” amount for the owner’s income - $60,000




Examples of Average Wage Calculations

$120,000

$60,000

$60,000

$35,000

$22,000

$32,000

$60,000

$32,000

$26,000

$26,000

$60,000

$26,000

$18,000

$18,000

$20,000

$18,000

$17,000

$17,000

$17,000

Average

$43,200

$31,200

$50,000

$25,600

Subsidy —

empl. only

$540

$1,560

$0

$1,960




The Special Case of Health Savings Accounts - patien:

OOoP

$35,400
max OOP
reached

$15,450 $15,450

max OOP max OOP
reached

deductible Remainder of
$2700 deductible - $1200

deductible Employer contributio
to HSA - $1500
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Standard HM High-deductible HD HMO/HSA - employer
. HMO with HSA contributes premium savings to HSA
$3900 premium

: $2400 premium $2400 premium + $1500 HSA
1950 subsid : P
® Y $1200 subsidy $1950 subsidy




The Special Case of Family Coverage

m We expect the great majority of coverage to be employee
only

m Spousal coverage is relatively expensive, probably due to
risk selection

m Employers subsidize family coverage less generously, if at
all

Nonetheless, subsidizing dependent coverage would be
as efficient as the employee subsidy, and we wanted to
encourage coverage of the entire family.

m Note that some of the children are MCHIP eligible

If eligibility were solely wage-based, a low-wage spouse
could get subsidized coverage for a high income family
m Therefore, employees will have to attest to having a family

income below $75,000* to be eligible for a subsidy for the
dependent coverage

* This figure has been updated from the original presentation to the Health & Government Operations Committee on March 26, 2007.




Employer role

4~L

Select an agent/broker, who will handle the subsidy application
Provide information about the business and its employees

m Quarterly wage reports and current wages/salaries
m Any previous health insurance offered by the business

Select a health plan with a wellness benefit

m We anticipate that both HMO and PPO plans will be available, and that some will
be high-deductible plans with HSAs

Select a percentage of the premium as the employer contribution

m Employer contributions toward dependent coverage are allowed and are
subsidized, but are not required

m [f an HSA plan is chosen, decide whether to contribute premium savings to the
HSA (employer contributions to the HSA are eligible for the subsidy)

m Contribution should be high enough to achieve the 75% participation rate required
by insurers

The employer receives the entire subsidy in the form of reduced premiums

m the State pays the subsidy to the insurance company

m the employee’s share of the subsidy is passed through in the form of reduced
payroll deductions

The employer pledges to establish a Section 125 plan



E3 Business

Maryland Small Employer Health Benefit Plan Premium Subsidy Program Application
» Erter Marpland Emplayer Mumber: 432 Contact Person for the business: Carrier |CE"'3F"St of Marpland [=]]
E nter Federal Emplover Number; 52-671889= First Name |Jane LR o TP ||
| Last Mame |Had|e_l,l Agent/Broker |Enter agent/broker j
-ompany Name |Frango Health Plan Choice: |
ddress |33 3id 5t Fhone 222563333 [~ Check if plan is HSA-compatible
ddress? | Email Address Start Date [y ~[[16 ~|[2008 =]
L. Median wage
City [walbesas e el [enter value - % contribution
- - ; autamatic by employer
B tate D Ple|ase enter the type of husme:;:;.J caloulation needed Emplogee only 300 ’Tz
= ,7 Sole proprietor / unincorporated (b = $18.4117 -
ol 784730000 Employee + child 36410 % of additional
L ] ) i cozt contributed
Eligibility for the Small Employer Health Benefit Premium Subsidy Program: Employee + spouse $8.950 by employer
¥ Thiz buzsiness haz at least 2 but no mone than 3 full-tine emplopees (at lzazt 30 hours per week] F amily: $0.420 20%
V¥ This business is located in Marland and has been in operation for at least 12 months. e -
W Mo owmer of this buziness hag more than a 40% ovnership share in another Mamland business with more than three emplopees. Employer's Annual o _
¥ This buziness haz not made any contibution toward health insurance far the owner or any emplopee for at least 12 maonths. Contribution to HSA $0 | Also eligible for subsidy
¥ The health plan includes a wellness benefit - a Health Rizk Assessment with feedback and some form of incentive for presention or health promaotion
Enter all current emplnyees. Thchude all empluyees Tisted on the last UUarlelh,l Wage Hepurl_ T no |ungel empluyea, enter zero sahr_v and choosze "no longer employed” under eligibility. Owners who
W LHAL I'h.l A b d oxlko b3 o oo o _oikh o E 0 - b o oo o n oo b o oro ooad o o ohb - o 'iw 'In
‘Wage " Hours  Annualized Earmings - most Coverage Subsidy  Net cost
Last Mame First Mame S5M DOB Empl_Status [Annual, monthly, P;igoed Per wage  recent quartery Eligiblity 20 Insgranc% chosen by Premium ST?Jla'!:I Dazszld-ro ¢ t:us
weekly, hourly] Week  [calculated]  wage report in past & mos? employes Ao employee employee
" |Br0wn |Flanklin | 234-56-7830 | 241211982 |Fu||-time [Ed | $7.50 |H0url_l,.l j Kla] | $13 650 | $5.350.00 |Yes j |N0t insured in = f§F hploves + sp0j| $3.950 | 4,000 | $2.351 | $2,903
[Jackson [Fizlph [ 737981383 | 1711974 [Parttime [ = || $9.25 [Howly I 35| $16835 | $440000 [Yes _x|[Matinsuredin x fEfkplovesonly || $3800 | #1900 | #570 | $570
[Hadley [1ane [ 383-80-0218 |  4/4/1578 [Qwner =[] $75.00000 Jannualy - || 40| $75.000 | $000 [ves = [[ves. individual = [ fmiy =il #10420 | #5000 | 43088 | $3.348
[Farsans [Michael [ 757-95-3040 | 1/2/1988 [Fulltime (2= || $7.25 [Howly ]| 40| 15080 | $220000 [res _=[[Motinsuredin = fDRclined Ea|| $0 0] $0 | %0
[Managhan [5aly [ 838-74-7477 | 9/3/1978 [Fulltime (=[] #1100 |Houwly  ~f] 35| $20020 | 4500200 |res _~[[ves spouse's = |Efhployesonly ~|[ $3800 | $1.800 | $570 [ 4570
|Smythe |Bret | £53-75-9003 | 4/5/1982 [Ful-time [Z_~ | | $14.40 [Houly [ 40| $29952 | $7.48500 [res _~|[Motinswedin = WEfplovecony || $3800 [ $1.900 | 3570 | $570
il | | | | =] | =l 50| [ = r | | | |
Premium Subsidy Prem after subsidy | Update subsidy calculation above I
TOTAL | $30.770 [$14.700 | $16.070
| $15.654 | $7.551 | $8.103
$15.116 ["$7.149 | | $7.967 -
Record: 14 4 |] 1 v | ri]ex| cf & 1| o[

Save Information for lat -
Pl L L Apply for subsidy

For illustration only — subject to revision




Employer attestation (draft)

Maryland Small Employer Health Benefit Plan Premium Subsidy Program
Initial Application
Emplover Attestation (integrate into the application form)

I have the authority to act on behalf of the business.
I have reviewed the information on the application form. To the best of my
knowledge and belief, the information is accurate.
This business entity has been actively engaged in business in the state of
Maryland for at least 12 months.
Employees of any affiliated business have been included in this application, for
purposes of determining eligibility for the subsidy.

Affiliated businesses are businesses eligible to file a single tax return,
On a majority of days during the past 12 months, the business has had at least
two and no more than nine eligible emplovees. An eligible emplovee is one who
has an average work week of 30 or more hours. Owners/partners are counted as
employees if they work 30 or more hours and will be insured through the small
group policy.
The average annual wage of employees is less than $50,000.

In calculating the average annuval wage, the annual wage of individuals working at the

business who hold an ownership interest iz the lesser of $60,000 or the owner’s adjusted
gross Ncome.

U I will pass through to my employees their share of the premium subsidy from the
state of Maryland in the form of lower payroll deductions for the employee’s
share of the health insurance premiums.

Within 30 days, I will establish a premium only Section 125 plan (“POP™) or a
more comprehensive Section 125 cafeteria plan.

I understand that the Maryland Health Care Commission may employ an auditor
to examine participating employers’ records to assure the accuracy of statements
made in their applications, and will cooperate fully with any such audit.




The Wellness Benefit

The wellness benefit 1s part of the carrier’s benefit design, not a
stand-alone employer-sponsored wellness program.

A qualifying wellness benefit must include:
= Health Risk Assessment (HRA)
= Education based on the HRA responses

» Financial incentive for prevention, health promotion, or
disease management
= Direct financial reward
= Reduced cost sharing




Section 125 Premium Only Plan

m Allows employee premium payments to be excluded from
both income tax and FICA tax
+ m Substantial benefit to employees who pay taxes
m Modest benefit to employers (no FICA tax on employee
premium payments)
m Simple to establish, no annual reporting

m Cost will be between $0 and $200 — easily recaptured through
FICA savings

m Establish plan and notify employees

m No filing of documents or reports required
m Keep plan document on file
m Review the plan if the Federal law changes

m Make adjustments to payroll

m Contract with Mercer
m Materials, PowerPoint, community meetings

m Carriers and TPAs may provide as additional benefit




Expected questions:

m [s this subsidy time-limited?
‘ m No — the Governor and the General Assembly intended this to be an
ongoing program
m What happens when the program reaches its maximum size
(initially $10 million)?
m The subsidy for each participating business will be capped at its then-
current total subsidy amount

m What happens 1f my average wage increases?

m The income limits in the subsidy table will be adjusted annually for
inflation

m Subsidies will be adjusted annually at policy renewal to reflect the firm’s
average wage, but the gradual phase-out from $25,000 to $50,000 assures
that the subsidy also phases out gradually as wages increase




Expected questions:

m What happens 1f my firm grows?

m Individual firms qualify as program participants based on their
size at the time of application

m As long as the program as a whole 1s not capped, new
employees are eligible for the subsidy.
m During the current policy year, the business pays the same

per employee premium and receives the same per employee
subsidy that apply to other employees.

m At the time of policy renewal:

m The firm’s age distribution will be used to determine a
premium for the next year.

m The firm’s average wage will be recalculated and used to
determine the maximum subsidy for the next year

m [f the firm has ten or more employees, a further adjustment
will be made based on the number of employees, so that the
subsidy phases out between 10 and 20 employees.




Phase-out of Subsidy with Increasing Average Wage and Size
Adjustments for average wage and size are made only at time of policy renewal

pll-time employees \

2 to 9 full-time employees

10 fulltime eerloyees

ull-time employees

uli-time employees
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Average Wage




Subsidy as Size of Business Increases
Assuming $2000finsured employee and 75% takeup
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Marketing & Outreach

m  Activities to Date

1

WYPR Interview — Sheilah Kast (February 6, 2008)
NFIB Focus Group (February 11, 2008)

Submitted proposed wellness regulations to AELR
(February 21, 2008)

Presentation to the Baltimore Health Underwriters Association
(March 5, 2008)

m Ongoing meetings with carriers, brokers and TPAs
m Consultation with similar programs in other states

m CoverTN
m [nsure Montana
Briefing of the Commission and HGO

m  Upcoming Activities

Small Employer Subsidy Program Page on MHCC web site
Presentation at the CareFirst BCBS Broker Council (March 28, 2008)
Presentation at the Annual MAHU/NAIFA Expo (May 15, 2008)
Hispanic/minority business outreach

NFIB town meetings (in partnership with Chamber of Commerce, Maryland
Retailers Association and Restaurant Association of Maryland)




